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_sm}a Summary: o_.__ox _o:m

m  Music revenue was down 2% in 2004, _mﬂmm_u\ n_.._m to m_us__". 82 price cuts. Note:
includes singles; only physical music.

®  Channel shift continued, with CD Stores losing 7.5 percentage points (ppts) in unit
share from 2002 to 2004 - despite dropping prices more than any channel other than
Online. Also in 2004, Discount/Mass Merchants’ share was 29%, Electronics Stores

captured 22% of units sold, Online had a 12% share, and Book Stores held steady at
7%.

® Price mm_.& everything: Premium content consumers are not as price sensitive.
Consumers will also respond to intangibles like customer service and listening
stations - if the right intangibles are presented to the right demographics.

B Teens rebounded in 2004 - thanks in part to a wide selection of lesser-known CDs.
Sales of platinum artists among teens declined.

®m  Relative to rock buyers, it's easier to capture a significant portion of urban music
buyers with the top-selling CDs.

L2200 NPD MusicWatch
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Market Summary: Revenue decline

" Revenue for all physical music sales is down 2%
of full-length CDs.

Projected Dollar Sales of Physical CDs
(in billions)

, Cassettes, Records*

$10.86

2002 2003

*includes singles and non-traditional retailers

Note: Prices based on constmer se¥-reporting

d

, — NPD MusicWatch
Source: NPD MusicWatch ‘ 4




Market Summary: Channel shift continues

CD Stores continued to concede dollar share to Big Box and Online retailers, dropping another
4 ppts in 2004.

YoY Dollar Share by Channel

N 2002 = 2003 = 2004

o, 2 0%

- NPD MusicWatch
Source: NPD MusicWatch; Full-length CD 5 N .
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Online’s unit share is slightly higher than its dollar share.

YoY Unit Share by Channel

W 2002 = 2003 = 2004

7, 2 8%

Cnline Discount/Vess Becdronics D Stores Book Stores Mem Only

g

: NPD MusicWatch
Source: NPD MusicWatch; Full-length CD 6




Market Summary: Pricing

The online channel made the biggest price cuts between 2003 and 2004: -$.53, or a -4.1% drop in
price for the average full-length CD. Discount/Mass Merchants were not far behind, with a -$.52 cut.

Average Price of a Full-Length CD

$age DMK

2003 Total
Avy. Price:
$13.62

WOW WS MEE N G S s s N MESE S ety WS WS e T S wes M Wes N

$1293

WEDE MMM TEME DRSS MW MBS NN Mee . A - e ¥

2004 Total
Avyg. Price:
$13.15

Online Discout  Hechronics @ Soes BokSoes MemOnly
MNMass Warehouse
Me ch

= 2003 m 2004

NPD MusicWatch
Source: NPD MusicWatch; Full-length CD 7
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Market Summary: Pricing and importance

“Not surprisingly, the channels with the lowest prices (see previous slide) are the channels where
price played an important role in the consumer’s decision to purchase. Notably, only one in five
Book Store patrons said price was important.

2004: Importance of Price Paid (Extremely/Very Important)

AF/o

Online Disount Hectonics C(DSoes BokSoes MemOnly
Mass Warehouse
Me ch

Source: NPD MusicWalch; Full-length CD 8
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_<_m§2 mcasmé _u:o_sm and importance

Book Stores Bzx ___m_.. in _.mﬁ__ mmsﬂma_o: omauo_._mm =_.ﬂ= are crucial to their particular
customer. Takeaway: There are some things more compelling than price, if you can find them.

When asked about their shopping experience...
‘Customer Service”

56% Excellent’'VG _

Best rating out of all chanpels

“Fun” Quotient
47% Excellent/VG
\dmn with Online for top

Source: NPD MusicWatch; Full-length CD 9
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Market Summary: Pricing mso_ importance

On the on__mq hand, Book Stores _.mzx low in traditionally important categories ___6 <m_cm for price paid, selection
and convenience... but they’re still high in retailer loyalty (bottom right). Again, as shown in the previous slide,

they pay attention to the things that count for their customers.
Have What You Want In Stock ("Excellent™)

Value For Price Paid {"Exceilent”
35% - Online

40% - Onine
30% - 359% -
Mass Merch 0 CDRecord
{: M F, .
5% 1 1y Electronics 39 Blectronics  Stores
_ CD/Record 25% - Mass Merch Book Stores
Stores ass
a_____
Mcn\o = Nﬂ 0 ] wgf mﬂgm NO e\o s MDD___m chx Mu__-ﬁ"_._‘o -
__.__. ’ ’ O.____
23% E E 15% 22%
15% -
Convenience ("Excellent") If Retailer Didn't Have CD You Wanted
50% Would Have Stayed And Bought Another
1 Onkne
45% - 30% - CDRecord
40% - Stores
35% - o CD/Record Electroni
- 40% Stores  BOOK Stores 20% Mass Merch s
b - Mass Merch . Onine 26% 24%
25% - E E pitLA : 15% - - ! 20%
of J
2% 10% -
a8 . NPD MusicWatch

GROUS Source: NPD MusicWatch 2004 - Buyers, Full Length Only 10




Market Summary: Pricing and premium content

Price is less of an mmmc_m ._“_2 oosm_,ham_,m. iro purchase E.mawcs noi.m_:. Here, buyers who
purchased a CD/DVD combo (2 separate discs packaged and merchandised together) said that

price was considerably less of a factor in the purchase decision than buyers who purchased a
regular CD.

How important was price in your decision to purchase?

Not Very/ 44%
Not At All
Inportant
B CO'DVD Conbo
O Regular CD
Bxdremely/
Very
Important
h Source: NPD MusicWatch 2004; Fuli-tlength CD | 11 NPD MusicWatch




Market Summary: Physical music and favorite artists

As other avenues for sampling music become more widespread, consumers are less inclined

to take a chance on a CD by a new artist. When they do buy a CD, it's more likely that it is by a
favorite artist.

What kind of artist did you acquire the last time you...

O Fawvorite Artist

W Established Artist

B NewArtist
= DontKnow
BoughtaCD Paid for Doanload Downloaded fromP2P
Source: NPD Dighel Music Stily December 2004 ” | NPD MusicWatch
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Market Summary: The pricing challenge - CD Stores

e

The CD Store channel’s -7.5 ppt unit share decline over the past two years comes despite having
dropped prices more than any channel other than Online.

Unit Share of CD Stores: 2002 v. 2004

Percentage Price Change From 2002 to 2004

Online -7.0%

CD Stores
Mass Merch
Electronics
Bookstores

2D . NPD MusicWatch

Source: NPD MusicWatch; Full-dength CD 13




Market mcssmé More on _u:om decreases

Looking at a one-year period (as opposed to the two years m__osz in =.m previous slide), Mass
Merchants dropped their average prices more than CD Stores - or any other channel except for
Online.

Percentage Price Change From 2003 to 2004

Online -4.1%

CD Stores
Mass Merchants -3.8%
Electronics

Bookstores

NPD MusicWatch

GAOUP Source: NPD MusicWatch; Full-length CD 14




Market ._._a.:am Age o_.o_.__om By Channel

;m 25-34 age group is _mm<_sm CD Stores *o_. z_mmm gm_.nsmam o=__=m m_a m_mnd_.oz_nm The
Electronics channel is dipping slightly among thirtysomethings and fortysomethings.

Age Group Share By Channel *

2004
15.8

[Retail Channels
O ]
Mass Merchants

-_
. 133

Electrorics
CD Stores

Book Stores -
Mem. Warelouse

81
33

* excludes “other/non-traditional retail outlets such as Department & Conveniénce Stores

NPD MusicW
Source: NPD MusicWaich; Unit Share - Full Length CD 15 usicWatch
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Market Summary: Teen rebound and selection

iy

._.mmsm_ Bumm_ _m comeback to CD mm_m_m _5 2004, with a ww.mm volume Ena_mmm of 6% and a share
increase of 1%. And as shown in the next slide, the increase was driven at least in part by depth
of selection.

Unit Share By Age Group
% Volume Chg
YoY ‘03 vs ‘04
s
L +6%
B 13-17 28
B 13-4 (1%)
(-6%)
(-4%)
. mm .Oh +Nﬂ\=
W 65+ (-2%) \
+7%
. NPD MusicWatch
Source: NPD MusicWatch - full length CD 16
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Market Summary: Depth of selection brings teens back

Percentage of Total Sales
Platinum Albums Among Teens

Revenues from teens are being driven less
by a few platinum-selling CDs and more by
many lesser-known CDs that sell less than
50k copies to that age group.

This trend should continue as the Internet
facilitates word-of-mouth sales and makes
more selection available.

2002 2003 2004

Percentage of Total Sales
Albums That Sold Less Than 50k Units Among Teens

P

- GROUR Source: NPD MusicWatch - full length CD 17

2003 2004
NPD MusicWatch




Market Summary: Selection and the channels

As shown below, the top 100 CDs accounted for 32% of sales at Mass Merchants. At the other end of the
spectrum, the top 100 CDs only accounted for 15% of sales in the Online channel, and the top 100 songs
accounted for less than 10% of downloads from P2P and legal digital music stores.

Top 100 Sellers - c:: Share of Total Sales/Downloads
(2004)

32%

Source: NPD MusicWatch; ful-length CD 18

NPD MusicWatch
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Market Summary: What are they buying?

R&B and Rap were the top genres in 2004, followed by Country, then the Rock sub-genres.

2004 Genre Dollar Share

113%
101%  100% 99%

45%
31%
23%
R&B RapMip Country  AltModem Rock PopEasy Hard Rock/ Relgious Jarz Classical
Hop Listening Heavy
Metal
_ NPD MusicW
Source: NPD MusicWatch - fuli length CD 19 usicWatch
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Market Summary: Rock is :.mmsmimn_

Together, all of the Rock sub-genres (not m_..oiz in previous m_a& o&mo_n urban music. mE
since Rock is so fragmented, it’s a challenge to attract a significant portion of that audience.
Conversely, it's much easier to attract the lion’s share of urban music buyers si imply by carrying
the top sellers. Shown below, the top 10 CDs in Rock (net - or sub-genres, included) accounted
for only 11% of the genre’s total sales. By comparison, the top 10 sellers in Rap and R&B
accounted for three times as many sales in those genres,

1%

N

Rock (net)

29%

Top 10 Sellers - Share of Total Sales
NPD MusicWatch

1B

Source: NPD MusicWatch - full length CD 20
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Market Summary: Who Buys Which Genres

Demographic Profile Comparison of CD Buyers by Genre

Rap/Hip Hop 47 %

Rock 47%
EE Male
B83%
Ra&B i J Female
Country 63%

Pop/Easy Listening 82%

1317 18-25 26-35 36-50 51+

oD

A Source: NPD Digital Music Study ” NPD MusicWatch
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Digital Music: Quick bits

®  Only half of music acquired in 2004 was through CDs. The rest came from digital
music - legal services, p2p, and borrowing and ripping or burning CDs.

® Legal digital music consumers are also heavy physical buyers.
m Retailers can use legal digital music to overcome selection and sampling issues.

m Legal digital music consumers are more male and slightly younger than physical
music buyers. Trial is driven largely by promotions and technology acquisition.

m Consumers see digital music as having a different value than physical music. They
will often use digital to sample, and are more likely to buy the CD either when they

are sure they would like to add it to their collection or when they are compelled by
premium content.

NPD MusicWatch
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Digital Music: Assessing the size of the market

Only halif of all music acquired is via the purchase of CDs. Retailers need to make sure they’re a
part of that digital value chain. An additional challenge for retailers is that - - to stay in touch with
their customers’ tastes - - they need to know what those customers are doing with digital music.

How Music Was Acquired
In The Past 12 Months

Includes:
Borrow and burn
Borrow and rip
P2pP

Legal

Source: NPD Digial Music Study December 2004 NPD MusicWatch
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c_m:m_ Music: The good news is digital consumers

are your heavy b

Consumers of legal digital music spend nearly twice as much on CDs as those consumers that
only buy physical CDs. They spend more than three times on music overall as their physical-

only counterparts.
Estimated Per Capita Music Spending In Past 12 Months

Paid Downloaders Digital Subscribers Buy CDs
Only
Spending on
CDsonly:  $95 $92 $48
Source: NPD Digial Music Study December 2004 " NPD MusicWatch
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Digital Music: Perceived advantages over physical include

"What are the main reasons you would buy digital instead of physical?

| ketobuy sogs ot theabum 72%
Can puchese sag inmedatay
Canmeke CD mixes/dgi= payists
Essiertofidsongs aire
Canistentomusiconany device
Goad way tosarde new music
Better vabe for the morey
Music s essirfosioe
Has dder music nat sddinstores
Msic hes better saund ety
Has new music nt sddinstares

Noed theaovegypyiome

‘uﬁtﬁu Source: NPD Digil Music Study December 2004 " NPD MusicWatch



Digital Music: Use per retail channel

Not surprisingly, customers of the Online channel are nearly three times as likely to

have paid for digital music as Mass Merchant customers.

‘ﬁ

Channel

Online

Bookstores

Electronics
CD/Record Stores
Discount/Mass Merch

Percent of Customers Who

Paid For Digital Music

Share of Physical Sales

Source: NPD MusicWatch 2004, NPD Digital Music Study 27

NPD MusicWatch




U_m:m_ Music: Who is Em _m@m_ digital consumer?

cmaom_.mus_n Profile Comparison of Music Buyers: _.mmm_ Download vs. Physical

Legal

Download 44%

M Male
1 Female

Physical 52%

O Digital B Physical

2%

21% 19%

1317 18-24 45-54 55+

oD T —— NPD MusicWatch

Source: NPD MusicWatch, Digtal Music Study 28




Digital Music: Profile of legal digital music buyers

{bought digital music at least once every 6§ months)

DEMOGRAPHICS BEHAVIOR
- Technology is driving adoption- e.g., faster
- 80% have broadband internet access, better computer, digital/mp3 player.
- Higher proportion of males - 34% started buying digital because of a promotion-
- 53% of those who started buying 4-6 mos. ago were
- High income encouraged by a promotion.

- Alternative, Classic Rock, 80s/90s, Pop, and Soft
Rock are popular genres.

NPD MusicWatch




Meet your entertainment consumer

W 2004 - A Market Summary
M |t's really a digital world

B Meet your entertainment consumer

;

NPD MusicWaich




The Entertainment Consumer: Quick bits

m Music took a backseat to DVDs during the holiday season.

I The 25-34 age group is the most affected by wallet share competition - both with
DVDs and with technology items like MP3 players.

m College age is a better market for CDs than for DVDs, and CD buyers skew 5 ppts
more African-American. Beyond that, the _m__&a:omm are very similar.

®m The Discount/Mass Merch channel accounts for nearly half of all DVD sales. In a

relatively young market, though, there is likely to be diversification over the next
year.

m In-store placement/promotion is extremely effective for DVD sales.

m DVD buyers are in “collection” mode. Retailers and distributors are doing a solid job

of using that to their advantage, explicitly pushing the “must have” releases in their
marketing.

m  29% of DVD buyers also shopped for music during the same shopping trip.

H

NPD MusicWalch
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._._6 mam:m_ssmi Consumer: Wallet share competition

_szm_o s.mm :s third most-purchased item in =._m ga;m_:ama category n:zsm the holiday
season behind DVDs and toys. Big ticket items like TVs, DVD players and portable music players
also placed on the list. .

items Purchased by Entertainment Consumers
(November/December 2004)

Video (DVDor VH5) 42%

Toy
MusicD

Video game(not PC games}
Compute/PCgame
D/Dplayer

Compulter software (not games)

v

Video game system
Portzble digitd music plaer
Hand hed video game plajer

NPD MusicWatch

GROUF Source: Cross Entertainment Shopping Study January 2005 32



The Entertainment Consumer: The growing digital habit

Portable Digital Music Player dollar sales grew to $1.3B this year.

Portable Dicitzl Music P

(in billions)

J. o j s

- = -,

oo _
Annual 2003 Annual 2004

QD NPD MusicWatch

arour Source:NPD Techworld; POS Data - Portable Digital Music Blayer Sales

$2.000 -
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The mam:mmssma oosmcamn Impact on CD sales

Wallet share competition appears to be having the a_mmmﬂ impact on 25-34 year-olds. That age
group’s purchase volume dropped 6% from 2003. When asked why they purchased less music,

“Spent more money on technology” and ..wuma more money on DVDs” rated higher than with
any other age group.

Spend So_..m on technolo Spend more on DVDs
% Volume Change* 1317 yearsold  29.3% 25.9%
YoY ‘03 vs ‘04 18-24 years-old 32.6% 26.8%
25-34 years-old  °34.7% 30.4%

2538 -6% 35-44 years-old 20.5% 28.1%
45-54 years-old 26.2% 27.5%

55+ years-old 24.3% 16.0%

35-44 4%

18-24
45-54
55+

1317 6%

* full length CD only

NPD MusicWatch

Source: NPD MusicWatch, NPD Digital Music Study 34
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The mam:m_sama oo:mc_sm_1 DVD audience

CD mm_mm m_si slightly younger =_m= c<c mm_mm ._._6 S_u age group for both is 25-34. As
shown in the previous slide, this may be cannibalizing some music sales.

Share of CD/DVD Sales By Age Group

anous 35

5oy
2.5 = Yo By p,
\ BT
W "o
2600626%
— [T

354 4554 65+

O NewDVDs B FullChDs
‘.‘rs Source: NPD VideoWatch, NPD MusicWalch - 2004 | NPD MusicWatch




The Entertainment Consumer: DVD audience

DVD buyers are slightly more male and about 5 ppts less African-American.

& Male O Fermale = African-American = White =2 Hispanic
|
New DVD _
5068
Buyer _
e -
|
Source NPD Videowaich, NPD MusicWalch - 2004 ” NPD MusicWatch
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The Entertainment Consumer: DVD share

Mass Merchants hold the largest piece of the market, with Electronic Stores as number two,
at less than half the share of the market leader.

4% Mariet Share by Channel

3% 20/

Mass Mach Blecionics Oriine Video Sore Members Msic& Bodk Sore

Ony Video
Warehouse
Average ¢y g9 $17.79  $1930  $1868  $1856  $2029  $2094
Price:
(u_.n..“ D Source: NPD VideoWakh; 2004 Unit Share, New DVD Purchase 37 _ NPD m._wu_nimﬁ_




The Entertainment Consumer: Why do they buy DVDs?

In Store & Advertising Motivators - 2004

Browsing is the top retail motivator for DVDs - nearly twice that of CDs. Advertisements
and in-store displays are also more effective for DVDs.

DVD CD
Top Five Store/ Advertising Motivators| Sales |Sales
Found it while browsing 23.1 11.8
On sale 22.4 N/A
Sawa TV ad 14.0 2.9
Saw special display in store 11.9 4.6
Read a sales circular 5.2 1.9
‘ﬂn&“ u Source: NPD VideoWatch; Unit Share, NewDVD Purchase 38 NPD :mu_nimnnw



The Entertainment Consumer: Why do they buy DVDs?

| mm_.,._m:. Purchase Influences - 2004

The number one message getting across to consumers in advertising is the collectable

nature of DVDs. |

Industry - 2004
Top Ten Purchase Influences

%

Add to my coliection

48.8

Fan of these movies/videos

37.3

" Like the actors

30.6

Good for the whole family

20.5

Saw a preview or trailer

18.9

For a child/children

16.0

Saw in movie theater

14.6

Saw the movie/show on TV

13.1

Liked previous movieAideo

12.5

Recommended by friend/relative

11.0

’é

GROUP Source: NPD VideoWatkh; Unit Share, New DVD Purchase 39

NPD _sannimﬁ.




The Entertainment Consumer: DVD genre share

Comedy and Drama comprised almost half of Industry sales this year

Industry 2004

NPD MusicWatch

£ * includes:Educational, Foreign Films, Musical, Religious, Sports and Westems
GROUP Source: NPD VideoWaich; Unit Share, New DVD Purchase 40
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The Entertainment Consumer: While you were m:o_o_osm

Nearly 1/3 of DVD buyers m_mo m_,.o_u_umn for music during the same Eu This is a m_uza_om:*
conversion opportunity.

DVD Buyer: Bought vs. Shopped For On Same Shopping Trip
[ mocm.# 2 Shopped For

While 29% of DVD buyers
went looking for CDs on
the same shopping trip,
only 10% bought music.
% 10% 20% V% 40% % 0%
‘!—nﬂ.“ﬂ -" Source: NPD VideoWatch; Buyer Share 2004, New DVD Purchase; propsetary & confidential - NPD MusicWatch
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Five takeaways

Tiered um&:m may provide some uqmm#._._?m z__vo_-,_-___ SO 52,_3@_»3 can maintain
overall competitive average prices. Consumers will pay less for new/untested
artists. Price is less of an issue for premium content and tried-and-true music.

“The Long Tail” (depth/breadth of selection) is a reality, and it’s bringing teens back
as physical music buyers. Retailers should consider how they are addressing this
issue in all of their communication with customers.

Digital music can help with selection/sampling issues that would otherwise impede
a sale. Additionally, retailers need to stay on top of tastes/trends in the digital music
world, as it accounts for half of all music acquired.

Take a page out of the DVD marketing book. There are many similarities between the
demographics of the DVD buyer and the CD buyer, though the marketing tactics
differ. Leverage the CD buyer’s propensity to purchase premium content and
favorite artists with DVD’s active “must have” collection-based marketing.

Cross promotion is key. Retailers could be doing more to cross-promote music with
other entertainment categories. The opportunity is there.

arour 42

~— - > ] NPD MusicWatch




Appendix

Appendix:
Sources, Methodology and Retail Channel Definitions

NPD MusicWatch
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NPD _s:mmn" Primary moEomm of Information

NPD MusicWatch: weekly tracking of music purchases from a panel
of consumers

— Demographics, shopping habits, retailers, purchase motivators, pricing
—  Over 100,000 transactions captured annually

MusicWatch Digital: ongoing tracking via a metered sample

— Acquisition and use of digital music files & music applications; 10,000
participating households

MusicLab: bimonthly tracking of key music & entertainment topics
— Attitudes, desirable features; 5,000 respondents each wave.

Digital Music Study: annual survey of digital music usage and
physical purchasing behavior

— Bought more/less/same, legal and illegal digital music usage; 6,000
respondents.

e+ 5] _ NPD MusicWatch




NPD Music: Methodology

MusicWatch, MusicLab, and Digital Music Study all sourced from NPD Panel - pool of
600,000+ individuals in the U.S.

m  Sample projected to 13+ U.S. population - Digital Music Study projected to 13+ U.S.
Online population

m Total U.S. geographic representation

m  All retailer coverage

MusicWatch Digital is a static panel that volunteers to let NPD directly monitor activity
on their home computers.

m 10,000 households

®m  Actual behavior recorded and reported, rather than self-reported via online survey.

NPD MusgicWatch

45
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NPD Music: Retail Channel Definitions

Retail Channels - cover physical product only (no digital downloads)

m  Online: all websites that sell physical product (amazon.com, borders.com, walmart.com,
towerrecords.com, etc.)

®  Book Store: independent and chain bookstores
m  CD/Record Store: independent and chain CD/Record Stores
m Discount/Mass Merchants: independent and chain discount/mass merchant stores

m  Members Only Warehouse: wholesale outlets that require membership (CostCo, Sam’s,
etc.)

m Electronics: independent and chain electronics stores

m  Other: non-traditional music retail outlets (department stores, coffee shops, convenience
stores, etc.)

NPD MusicWatch
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NPD Music
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For more information, contact;

Isaac Josephson
Senior Account Manager, NPD Music

isaac_josephson@npd.com
(516) 625-2873

NPD Music o dvision o The NPD Groug, inc.



